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For the purpose of matching trades and minimizing deliveries 
in preparing its "balance orders", SCC arbitrarily 

that all trades in a particular security on a 

day were made at the same price. The clearance ish é ust- 


ment 1s the money difference between the arbitrari assumed 


prices and the actual prices at whi rticular broker 


c 
made his trades (See Rule 5, § 3, A4l; 


ining proper 


reclamation 


SCC could not and ¢ i 2st a right to 


reclamation. As Judge Babitt held, SCC could not maintain 


a reclamation claim because it lacked the necessary ownership 


Or Oo -r possessory interest in the securities. Judge Wyatt 
noted that this ruling seemed " (A179) but held that 
SCC could not have prevailed even if it had standing because 


Weis had received the securities in a credit transaction. 
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] F.Supp. 531, 536 (E.D. Pa.), aff'd sub nom. Brockway Motor 
Trust Corp. v. Friedman, 61 F.2d 519 (3d Cir. 1932); In re 


Fairfield Elevator Co., 14 UCC Rep. Serv 


96, 


(not officially reported); In re Lux's Superette, 


nc., 200 F.Supp. 368, 369 (E.D. Pa. 1962); 4A Collier, Bank- 
ruptcy ¥ 70.39[3], at 476-77 (l4th ed. 1971). See also Hagan 


Ve Gardner, 283 F.2d 643, 645 


(Sth Cir. 2960). 


Here it 


was guite clear tnat SCC never had title 
to the securities which Weis received ' igh SCC's facilities. 
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t succeed to the additional rights or security of the creditor 
who waS paid through the use f his funds. See, e@.g., Capen_ 
v. Carrison, 193 Mo. 335, 92 S.W. 368 (1906); Ganger v. Moffett, 


6 N.J. 73, 83 A.2d 76% (1951); Buskirk v. State-Planters' Banik 


& Trust Co., Lis W. Va. 764, 767, 169 SE. 7384. 739. (E933)3 83 


C.J.S. Subrogation § 3 at 585 1953); see also In re kogers Palace 
. 
Launaty to.,; 275 Fs S25; $30 {7th Cir. 92h }+. ef Gilman v. Brown, 


10 F. Cas. 392, 400 (No. 


ui 


441) (CC. Bass. 1817) (Stocy, J}, 


aff'd, 17 U.S. (4 Wheat.) 255 (1819). 


Here the Rules spelled out in detail exactly 


what -s.llateral SCC was qiven for the dehit balances of m mb 


o 
4 
n 


addition, Article x 
=cond priority lien 
er's NYSE membershi 


urthermore, a a discret 
tion will not be invo 

Or equitable rights of 
See 2 Story, Eguity 
Sheldon, Subrogation 
Magoun, 119 Div. ; . ~ Dep' 
1907). n Strickland, a creditor who had “discharged a debt of 

@ bankrupt broker to a bank argued that it was subrogated to 

the rights of the bank in respect of certain securities held 
by the bank. The Secursti +6 held by the bank, however, were 
attributable to the argin accou’* of a customer of the bankrupt. 
The court held that the equities - the customer were at least 
egual to those of the claimant ana that the customer's equities 
should not be sacrificed to the Claimant even though the bank 
would have prevailed over the customer In this case, as will 
be shown in II.Cc., infra, customers of “weis acquired an 

interest in most of the securities delivered to Weis through 
SCC*s facilities. Equity will not permit SCC to invoke subro- 
gation to defeat these rights, 
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* It is noteworthy that SCC does not claim that Weis deceived 
it into surrendering ownership of the securities. The fraud 
claim originally contained in SCC's complaint was dismissed 
with prejudice by stipulation of the parties (A29). 


*The fact that scc does not nd never did own the securities 
and other items delivered through its facilities also fatal 
to SCC's claim to the contents of envelopes value t $61,300 
which were delivered to weis after the filing of the petition 
against Weis under the Sec rities Investor Pro : n A 

nas argued in Point TII of 1tSs Drief that neither 
nor Wels could obtain title to those items, The mez 
argument are irrelevant in view Of SCC's failure to estab. ish 
its own title, since it is Settled t 
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lamation is entitled to succeed only on the Strength of his 
Own right to the property" and not on the alleged "weakness 

of that of the bankrupt or the trustee." 4A Collier, Bankru tcy 
§ 70.39, at 467 n.7 (14th ed. 1971); Robbins v. Bostian, 138 
P.2d 622, 625 (8th Cir. 1943); In re Fairfield Elevator Co. 
14 UCC Rep. Serv. 96, 104 (S.D. Towa 1973) (not officially 
reported), 


In any € "ent, SCC's argument fails because, contrary to 
SCC'sS assumption, the envelopes did not contain securities sold 
to Weis. Rather, $56,800 of the total consisted of stock which 
had been borrowed from Weis and was being returned (Stipulation 
Exh. D, items 33, 62, 64, A63, A65). Weis did not need to 
acguire title to this stock, for it already owned it. The re- 
maining $4500 consisted of “marks-to-market" which are merely 
bills rendered by other brokers in stock ioan transactions; 
they do not constitute Property and are therefore not reclaim- 
able (Stipulation Exh. pD item 26, ba 
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proceeds of sale shall be applied by the Corporaticn to the 
Payment of the * * * Member's * * * debit balance* * *" 
(A55). 
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"A Settling Member shall pay Stock Clearing Corporation 


the whole or any part of his debit balance at any time on its 
demand" (A47). 


"At the request of the Corporation, a * * * Member * * * 
shall immediately furnish it with such assurances as it shall 
require of his ability to finance his commitments and shall 
conform to any conditions which the Corporation deem: neces- 
sary for its protection* * *" (A47-A4B). 


"The Corporation may, in its discretion, at any time cease 


to act for a * * * Member * * * either with respect to a par- 
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generally" (A55). 


Federal Reserve Board Regulation T, which provides 
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In summary, we have seen that the debit balance set- 
tlement system replaces a loan, as all the characteristics 
of a loan, and looks like a loan to impartial observers. 
CC'S argument that the transaction must have been a cash 
transaction since Weis was obliaated to give SCC a cash payment 
is sophistry. Credit transactions as wel] as cash transactions 
routinely terminate in cash payments. That Weis was obligated 


to repay the credit extended to it by SCC “in cash" does 


not negate the fact that credit had been extendec prior to 


the time payment was required. The brokers in Perpall II 


and Hotchkiss were also required to repay their day loans 
"in cash" on the afternoon of the day on which credit was 


extended. 
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Nor can SCC obtain a right of reclamation by 
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Droker knew that the broker to whom he delivered the securities 
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Clearly, the broker did not contemplate either that payment 

would occur upon delivery or that title would remain with him 
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